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Dept. of Commerce data, seasonally 
adjusted annual rates. "Real" is in 
terms of 1958 dollars. 
The economy in 1973 was subject to exceptional strains, including 
shortages and capacity limitations on production, heavy inflationary 
pressures, and finally, late in the year, the impact of an energy 
shortage. To an unusual degree these problems were aggravated 
by international economic forces. 
The year started on a very strong note, but activity thereafter 
slowed abruptly from the unsustainably high first-quarter pace; thus 
by the fourth quarter both real gross national product and industrial 
production were rising at only minimal rates. The increase in real 
GNP for the four quarters of 1973 averaged about 4 per cent—in 
line with the long-run growth potential, but well below the previous 
year's performance. 
Strength early in the year reflected a broad range of forces—im-
pressive gains in consumer demand (especially for durable goods) 
and in business fixed investment, significant improvement in the 
Nation's trade balance, and some further growth in residential 
construction activity. Capital outlays continued to rise at a brisk 
pace throughout the year. Net exports of goods and services 
increased dramatically, becoming strongly positive in the second 
half as earlier devaluations of the dollar and the more rapid price 
increases abroad made U.S. goods more competitive at a time of 
rapid expansion in world demands. But increasing shortages and 
capacity constraints were important in curbing the growth of output 
during the spring and summer, and a more restrictive credit market 
operated to reduce housing starts and thereby to reverse the sharp 
rise in residential construction activity after midyear. Growth in 
consumer demands also weakened after the exceptional first-quarter 
surge—mainly due to a leveling-off of auto sales at a high rate, but 
also reflecting in part the erosion of real income gains by inflation. 
For much of 1973, basic materials-producing industries were 
operating at rates higher than at any other time in the post-
war period. Shortages appear to have played a significant part in 
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curbing inventory investment, and such investment remained quite 
small until near the year-end. Even the realization of business plans 
to spend for new capital goods appears to have been delayed 
somewhat by the increasingly limited availability of such basic 
materials as steel, lumber, and petroleum, for which there was 
strong worldwide demand. 
By year-end a growing awareness of the seriousness of fuel 
shortages had affected expectations and was beginning to affect 
demands and activity directly. The decline in auto sales that had 
begun in early autumn accelerated as buyer preferences shifted 
from full-size cars to compacts—for which production capacity was 
too small to meet growing consumer demands. Late in the year 
there were announcements of curtailed activity and layoffs in auto 
plants and related activities and in air transport. 
Employment continued to move up vigorously throughout most 
of 1973 despite the slowdown in real growth, and the year witnessed 
a significant improvement in the labor market. Although the labor 
force rose substantially, the unemployment rate was cut to a 
3^2-year low of 4.5 per cent by October. In the closing months 
of the year, however, labor demand weakened, and the unemploy-
ment rate began to rise again. 
Wages and the cost of fringe benefits increased somewhat faster 
than in 1972, but they rose less rapidly than consumer prices and real 
spendable earnings for nonfarm workers declined. Meanwhile, 
productivity gains slackened, reflecting in part the slowing in real 
growth, and unit labor costs increased much more sharply than 
the year before. 
There were a number of other factors, however, that played an 
even more important part in accelerating price increases during 
1973. Food prices began rising strongly early in the year as a result 
of a reduction in per capita meat supplies and increases in grain 
exports, and they continued to move up rapidly in subsequent 
months. Strong international demands for machinery and industrial 
CHART 1 
PRODUCTION growth slows; high rates of CAPACITY UTILIZATION and strong 
EXPORT demands keep pressure on PRICES 
"Industrial production" and "Capacity use," Federal Reserve data: "Net exports" of goods and services (GNP basis) and 
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materials, and the easing in mid-January of the relatively strict 
Phase II controls, contributed to the substantial rise in other prices. 
A freeze at midyear retarded the rise in prices somewhat. But 
nonfood prices increased more rapidly after mid-August when 
Phase IV controls replaced the freeze. In late 1973 an extraor-
dinarily sharp increase in all fuel prices—especially pronounced 
for petroleum products—was superimposed on already widespread 
inflationary pressures. 
BUSINESS FIXED Sustained, strong advances in capital spending continued to provide 
INVESTMENT a major source of support for economic expansion in 1973. Business 
fixed investment increased 15 per cent, following a vigorous up-
swing in 1972. In real terms such outlays rose about 10 per cent. 
Moreover, had it not been for materials shortages, caused in part 
by increased demand from abroad, capital spending probably would 
have risen further. Manufacturers were especially hard hit by an 
inability to fulfill their demands for capital goods; as delivery times 
lengthened and unfilled orders increased sharply, manufacturers 
tended to spend less than their plans had indicated. 
CHART 2 BUSINESS INVESTMENT continues strong 
"Business fixed investment,'* Dept. of Commerce data, seasonally adjusted annual rates. 
"Real" is in terms of 1958 dollars. "Capacity," Federal Reserve data. 
Although the current investment boom has resulted from a variety 
of factors, a significant source of the expansion last year was 
the approach to capacity constraints, after several years of relatively 
slow growth in capacity of key industries. This was particularly 
true of the major materials industries such as steel, petroleum, and 
paper. Producers of major materials have been very hard pressed 
to satisfy the expanding demands of their customers, and in 1973 
their operating rates climbed to record levels. In addition, a sound 
corporate cash flow position, a continued response to the investment 
tax credit, and the dynamics of inflationary expectations all contin-
ued to provide stimuli for gains in business fixed investment during 
1973. 
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Increases in capital expenditures were evenly balanced between 
equipment and construction; each component of investment re-
corded an increase of about 15 per cent over its 1972 level. 
Although replacement needs required approximately the same 
amount of funds as net expansion, many manufacturers were forced 
by environmental controls to modernize antiquated production 
facilities. Major materials producers, because of their particular 
technological requirements, had to bear a proportionately larger 
share of this responsibility. 
During 1973 plant and equipment expenditures in manufacturing 
industries rose much faster than in the nonmanufacturing sector. 
This was in contrast to the pattern of 1972. In manufacturing, 
investment was particularly strong for primary metals, paper, and 
stone, clay, and glass. Aside from manufacturing, mining and public 
utilities registered the strongest increases. 
Toward year-end various plant and equipment spending surveys 
indicated further large increases in 1974, with manufacturers ex-
pected to continue the substantial advances made in 1973. Findings 
of the surveys are further buttressed by the expected shortage-in-
duced carryover from 1973 of demands for capital goods into the 
first half of 1974. However, the surveys were conducted before 
the impact of the energy crisis could be fully evaluated. The 
production processes of many industries, particularly those of the 
shortage-plagued major materials producers, make intensive use 
of oil and petrochemical by-products. As a result, if the sizable 
investment gains being projected by the surveys are to be realized 
in 1974, the capital-goods-producing industries will have to make 
more efficient use of existing and alternative energy sources. 
Furthermore, as the year unfolds, revisions in plans would not be 
surprising as energy availability is clarified, allocation programs 
go into effect, and the response of the economy to energy problems 
is more fully appraised. 
RESIDENTIAL Outlays for private residential construction, which had advanced 
CONSTRUCTION steadily since early 1970, turned downward after the first quarter 
of 1973, reversing what had been a significant source of economic 
expansion. The decline reflected some slowing in demands in 
response to a substantial further rise in construction costs and— 
particularly after midyear—in financing costs as inflows into mort-
gage-lending institutions slowed, resulting in much less favorable 
interest-rate as well as nonrate terms on new mortgage commit-
ments. Even so, outlays for the year were about 7 per cent higher 
in current dollars and down only slightly from the 1972 total in 
real terms. 
Private housing starts held at a seasonally adjusted annual rate 
of 2.4 million units in the first quarter, virtually matching the record 
pace of a year earlier and almost doubling the low in the first quarter 





of 1970. Starts declined rapidly during the last three quarters of 
1973, reaching an annual rate of about 1.6 million units in the 
last quarter. However, they totaled somewhat more than 2 million 
units for the year compared to the 2.36 million units registered 
in 1972. 
Multifamily structures, including an increased number of condo-
miniums, continued to account for nearly 45 per cent of total 
housing starts in 1973. Some of the emphasis on such structures 
was in response to further advances in the cost of land and related 
Dept. of Commerce data, seasonally requirements. Unlike other recent years, nonsubsidized starts, 
adjusted annual rates. -Rear is which incIude the , er and more expensive units, increased 
in terms of 1958 dollars. °
 r 
substantially in 1973 and accounted for more than 90 per cent of 
the over-all total. Subsidized starts—new commitments for which 
remained largely under a moratorium instituted early in the year— 
were reduced to the lowest level since 1968. 
Shipments of new mobile homes, which are not counted in 
residential construction outlays nor in housing starts and comple-
tions, also dropped appreciably during 1973 from a peak in the 
first quarter. Nevertheless, the annual total of such shipments at 
least matched the record 576,000 in 1972. 
Completions of new dwelling units, which lag starts, reached 
a new high estimated at just over 2 million units in 1973. The 
total fell short of potential,, however, in part because of shortages 
of some materials. As a result, while average vacancy rates for 
dwellings available for occupancy remained comparatively low, the 
overhang of units still under construction at the year-end continued 
above the advanced year-earlier level. 
Even though mortgage markets were beginning to ease somewhat 
during the fourth quarter, new commitments continued to be re-
strained, especially in States where usury ceilings remained well 
below the exceptionally high level of mortgage rates elsewhere. 
Moreover, apart from the large flow of completions still in prospect 
and questions about the availability of materials, uncertainties about 
heating facilities and adequacy of transportation that were 
stemming from the energy crisis were forcing a re-evaluation of 
future plans by lenders, builders, real estate investors, and potential 
homebuyers alike. 
CONSUMER OUTLAYS A slowing in consumer spending during 1973 was also an important 
AND INCOME factor in the deceleration of over-all activity. For the year as a 
whole, in current dollars, outlays by consumers for goods and 
services rose almost in line with the strong gain in disposable income 
and considerably sharper than in the previous year. But in real 
terms the increase in consumer spending was substantially 
smaller—about 2Vi per cent as compared with 7 per cent in 
1972. After an unusually large surge in late 1972 and early 
1973, real increases in spending moderated considerably in the 
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AUTO SALES 
Wards Automotive Reports data. 
Seasonal adjustment by Federal Re-
serve. Domestic-type autos include 
U.S. sales of cars produced in Can-
ada. 
second and third quarters, and toward the year-end they weakened 
further under the impact of reduced gains in aggregate real incomes 
and the fuel crisis, which affected in particular the sale of larger 
cars. 
The large increase in spending for both durable and nondurable 
goods in the first quarter was stimulated by strong gains in wage 
and salary income associated with the rapid expansion of employ-
ment and earnings, and also by the anticipation of unusually large 
refunds of personal income taxes. Disposable income increased a 
remarkable 13 per cent, annual rate, in the 6 months ending in 
March, and a change in withholding schedules in early 1972 
resulted in an extra $7.5 billion refund in personal taxes in the 
first half of the year. This income growth apparently made con-
sumers particularly willing to incur future liabilities, and there was 
a sharp increase in extensions of instalment credit. Continuation 
of the housing boom provided an impetus to sales of furniture and 
appliances, which increased almost 30 per cent in the first quarter, 
and unit sales of new autos reached a record \2
lA million, annual 
rate. Both domestic and foreign car sales were strong with some 
consumers buying foreign models in advance of anticipated price 
increases due to the dollar devaluation. The sharp increase in 
purchases of nondurable goods reflected in part an acceleration in 
food prices, but sales of other items such as apparel were even 
stronger. 
Exceptionally vigorous quarters such as the first are frequently 
followed by slower growth because some needs have been tempo-
rarily satiated. This is very likely to be true when some purchases 
may have been in anticipation of rising prices. A moderation of de-
mand at a high level in the next two quarters was therefore not sur-
prising, particularly with a slowdown in the expansion of real dis-
posable income. A lack of real growth in outlays for furniture and 
appliances probably also reflected to some extent the leveling-off in 
housing sales, and the demand for luxury items in the other durable 
goods category was adversely affected by the decline in the stock 
market. Real outlays for food were limited by sharply rising prices 
and reduced supplies of meat. Auto sales weakened slightly, but 
the annual rate was still a strong 11% million in the second and 
third quarters, possibly because some consumers bought in antici-
pation of expected higher prices and of anti-pollution controls 
announced for the next model year. The saving rate remained stable 
at a relatively low level during this period, ranging only between 
5.7 and 5.9 per cent for the first three quarters. 
Consumer attitudes toward business conditions and personal 
financial situations had become more pessimistic during the year 
and appeared to be a significant factor in further weakening con-
sumer demand in the late fall. With the additional awareness of 
the energy crisis and associated shortages, consumers reacted by 
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Dept. of Commerce data. "Ratio," 
end-of-period inventories to quar-
terly average sales. Ratio for 1973 
Q4 is November inventories to Oc-







Dept. of Commerce data; expenditures are seasonally adjusted annual rates. 
sharply curtailing further their purchases of automobiles and some 
other discretionary items at year-end. The personal saving rate rose 
sharply by more than a full percentage point to 6.9 per cent. 
Inventory investment, which usually rises in a cyclical recovery, 
had shown little increase in 1972 and continued small until late 
in 1973. Indeed, in marked contrast to earlier postwar business 
cycles, inventory investment has made no significant contribution 
to growth in the current economic expansion. 
As measured in the national income accounts, business invento-
ries were accumulated at an average of only $4.6 billion, annual 
rate, in the first three quarters of 1973. Inventory/sales ratios 
continued to decline, reaching their lowest levels since early in 
the Korean war. The low rate of nonfarm inventory accumulation 
throughout much of the year reflected in large part the growing 
shortages of many major materials resulting from near-capacity 
production in basic industries and generally strong business sales. 
Stocks of finished goods were drawn down in the primary metals 
and chemicals industries in order to meet shipping schedules. In 
the fourth quarter business inventories grew at a much more rapid 
pace. This growth was due in part to a back-up in auto stocks 
as the drop in auto sales resulted in a substantial involuntary 
accumulation of large cars and in part from the generally sluggish 
demands of consumers for nondurable goods. Nonetheless, year-
end inventory/sales ratios for total manufacturing and trade were 
still quite low by historical standards. 
During 1973 the Federal budget moved into balance on a national-
income-accounts basis, whereas in 1972 it had registered a deficit 
of nearly $16 billion. This shift was the result both of curbs on 
expenditures and of increased revenues derived from rising incomes 
and prices. 
Receipts increased by more than $36 billion, a record for any 
calendar year. Corporate profits tax accruals contributed substan-
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tially, increasing by about 30 per cent. Contributions for social 
insurance—about 25 per cent higher than in 1972—were the next 
largest revenue gainer; growth in such contributions reflected both 
higher tax rates and an increased wage base as well as 
appreciable gains in employment and payrolls. Personal tax receipts 
and indirect business taxes were only moderately higher. 
Federal purchases of goods and services—which enter directly 
into GNP—rose less than 3 per cent from 1972; this was under 
half the rise registered in the previous year and was well below 
the increase in the GNP deflator. National defense outlays were 
virtually unchanged from 1972, representing a considerable cutback 
in real terms and in their share of total GNP. The Federal work 
force experienced a small decline during the year as a result of large 
reductions in civilian employment in the Department of Defense. 
Federal nondefense purchases, which are relatively less important 
than defense spending, were held to a smaller increase than in 
1972—due in large part to the agricultural sector, which registered 
large sales from grain and cotton inventories held by the Commod-
ity Credit Corporation. 
Among other Federal expenditures, total grants-in-aid to State 
and local governments increased as a result of the rise in general 
revenue sharing. Other grant-in-aid payments declined, in striking 
contrast to a rapid pace of expansion in previous years. Somewhat 
lower farm support payments were responsible for a reduction in 
subsidy payments. But outlays for interest and other transfer pay-
ments grew rapidly, reflecting the sharply higher interest rates 
payable on the Federal debt and higher outlays for social security 
benefits and other transfer payments. 
CHART 4 FEDERAL BUDGET is in balance; 
STATE AND LOCAL PURCHASES are strong 
Dept. of Commerce national income and product data, seasonally adjusted annual rates. 
STATE AND LOCAL Purchases by State and local governments continued to be a strongly 
GOVERNMENT expansive force in 1973. Their total expenditures rose by approxi-
mately $20 billion, an increase of 13 per cent; in real terms they 
grew by 6.5 per cent. Employee compensation and purchases of 
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goods and services accounted for the major portion of the total 
rise. State and local construction expenditures grew at an 8 per cent 
rate in 1973 but most of this gain can be attributed to higher prices. 
Average earnings of State and local government employees rose 
by 6 per cent, and the employment level was up by 400,000 
compared with a 500,000 increase in the previous year. The more 
moderate rise in employment reflected a reduction in the number 
of people hired under the provisions of the Public Employment 
Act of 1971. 
During 1973, the State and local sector as a whole experienced 
a surplus of $11.0 billion. The fiscal position of State and local 
governments was improved substantially by general revenue shar-
ing, which permitted a significant accumulation of financial assets 
and a substantial reduction in the amount of long-term borrowing 
in 1973. Revenue-sharing funds also were used for tax relief, and 
it is expected that this trend will continue in 1974, though expendi-
tures of these funds will probably also increase. 
EXPORTS AND IMPORTS 
U.S. FOREIGN TRANSACTIONS 
GOODS AND SERVICES 
Dept. of Commerce national income 
and product data, seasonally adjusted 
annual rates. 
Both the balance of trade and the over-all balance of payments 
positions of the United States were dramatically transformed during 
1973. Exports of goods and services rose by about 35 per cent 
from the previous year, while imports were up by slightly more 
than 20 per cent. As a result, the balance in goods and services 
shifted from a deficit of about $4% billion in 1972 to a surplus 
of about $5 billion in 1973. Merchandise trade alone shifted from 
a deficit of $7 billion in 1972 to a position of near balance. 
Several factors were responsible, including a sharp reduction in 
foreign agricultural output in 1972, a strong economic expansion 
abroad, and the effects of the declining value of the U.S. dollar 
that resulted in a significant reduction in the prices of American 
goods and services in terms of foreign currencies. 
The increase in agricultural exports was a particularly prominent 
element in the trade improvement last year, and accounted for about 
40 per cent of the growth in total exports from 1972 to 1973. 
Such exports—mainly record shipments of wheat, feed grains, and 
soybeans, but also other commodities such as cotton, rice, and 
hides—nearly doubled in value. While the physical volume of 
agricultural exports peaked in the first quarter, their dollar value 
continued to rise during the year as prices moved up. Nonagricul-
tural exports rose sharply during the entire year, on the other hand, 
reflecting stronger demand conditions in foreign markets. 
In contrast, the physical volume of imports declined substantially 
after the first quarter—discouraged by the sharply higher import 
prices—although rising prices resulted in some further increase in 
aggregate value. The net export balance was further improved by 
the strong performance of the services sector, reflecting in large 
part increased receipts from investments abroad. 
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While foreign trade developments during the final quarter were 
affected by higher oil prices, exports continued to do well, resulting 
in a sizable trade surplus. However, the continued escalation of 
prices for petroleum products suggests a significantly weaker trade 
picture for 1974. 
THE LABOR MARKET Demand for labor remained generally strong throughout most of 
1973, despite the slower growth of output after the first quarter. 
The unemployment rate averaged 4.7 per cent in the fourth quarter, 
down from 5.3 per cent a year earlier, and nonfarm payroll 
employment rose by 2% million over the four quarters of 1973, 
about the same increase as in the preceding year. 
The employment advance was led by a vigorous increase of 
three-fourths of a million in manufacturing jobs—returning the 
factory employment total to near the peak level reached in mid-
1969. Job gains were also strong in service-type industries. Manu-
facturing employment rose quite rapidly in the first half of 
the year, with gains concentrated in the metals and metal-using 
sector—those industries most affected by the strength of business 
investment and the high level of auto sales. But the pace of 
manufacturing employment growth slackened in the latter half of 
the year, and the factory workweek edged off slightly from the 
relatively high level reached earlier in 1973. Near year-end, energy 
shortages resulted in layoff announcements by a number of manu-
facturing and related industries and by many airlines. 
The expansion in total employment was accompanied by an 
acceleration in the growth of the labor force. The increase of 2.7 
million over the year—compared with 2 million in 1972—was 
substantially faster than the normal growth estimated on the basis 
of long-term demographic and participation rate trends. There were 
large increases among teenagers and young adult women (20-24 
CHART 5 LABOR FORCE and EMPLOYMENT grow rapidly; 
UNEMPLOYMENT declines 
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LABOR OUTPUT AND COST 
PRIVATE NONFARM ECONOMY 
Compensation per manhour 
Dept. of Labor data, seasonally ad-
justed. 
years) and an acceleration in growth among women 25-54 years, 
reflecting both population growth and a sharp rise in their partici-
pation rates. 
Employment gains about matched labor force increases in the 
first part of the year and unemployment remained near 5 per cent. 
It dropped to about 4% per cent at midyear where it stayed for 
several months. But after falling to AVi per cent in October, the 
unemployment rate turned up near year-end. 
Although the rate of increase in wages over the four quarters 
of 1973 was about the same as in 1972, the pace of earnings 
increases accelerated substantially after the first quarter. The hourly 
earnings index—the wage series that most closely approximates 
changes in wage rates—increased at a 7.2 per cent annual rate 
in the final three quarters of 1973 compared with 6.5 per cent 
for all of 1972. Nevertheless, the accelerating pace of price in-
creases completely offset the purchasing power of gains in weekly 
take-home pay, and real spendable earnings at the end of 1973 
were lower than they had been a year earlier. This suggests 
increased demands for improved cost-of-living clauses and other 
benefits during the heavily loaded 1974 collective bargaining 
schedule, which includes steel, aluminum, coal, and railroads. 
In January 1973 the mandatory wage stabilization program of 
Phase II was abolished, as was the Pay Board that administered 
the program, and was replaced by self-administered stabilization 
programs under the control of the Cost of Living Council. The 
suggested guidelines of the program remained the same as under 
Phase II—a limit of 5.5 per cent on increases in wages and salaries 
plus 0.7 per cent in certain qualified fringe benefits. But mandatory 
reporting of wage adjustments was made a requirement only for 
large firms and all pre-notification requirements were eliminated. 
Compensation per manhour, which includes the costs of fringe 
benefits and employers' contributions for social security in addition 
to wages, accelerated from about a 7 per cent average rise during 
the four quarters of 1972 to about 8 per cent in 1973, boosted 
in part by a considerably larger increase in social security taxes. 
At the same time, there was a weaker rate of productivity growth 
as expansion of output slowed. Output per manhour in the first 
quarter of 1973 continued the rapid growth of 1972, rising at about 
a 5 per cent annual rate in the private nonfarm sector. However, 
there was little change in productivity until the fourth quarter when 
there was a decline. The speed-up in compensation increases, 
combined with the poorer productivity performance, resulted in 
a much larger rise in unit labor costs; in the private nonfarm sector, 
these costs rose at a 6 per cent annual rate in the first three quarters, 
and even faster in the fourth quarter, compared with a 2.5 per 
cent rise in 1972. 
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PRICES Inflation accelerated in 1973, fanned by a reduction in per capita 
food supplies, record exports of farm products, shortages of many 
basic materials, rising labor and other costs, and an energy crisis 
late in the year. In addition, the drop in the value of the dollar 
relative to other currencies and the high rates of activity in the 
industrial nations of the world raised import prices and stimulated 
exports. Relaxation of Phase II price and wage controls also added 
to price pressures early in the year. A broad measure of price 
developments, the fixed-weight index for the gross private product, 
rose more than 7 per cent in the year ending in the fourth quarter 
of 1973—more than double the rate in 1972. 
CHART 6 Wholesale prices rise sharply, particularly FOOD and FUEL 
Dept. of Labor data, seasonally adjusted. 
A surprisingly sharp and sustained price advance developed early 
in 1973. During the first few months meat prices rose dramatically 
as per capita output dropped. Although ceiling prices on meats 
were established at the end of March, food prices continued to 
rise. The price of nonfood commodities and services also acceler-
ated sharply, with the result that the over-all consumer price index 
advanced at an 8 per cent annual rate in the first half of 1973—faster 
than the rapid rates in 1969 or 1970. 
Wholesale prices advanced even more rapidly—at a 22 per cent 
annual rate in the first half of 1973. Prices of farm products 
increased most rapidly as poor grain harvests outside the United 
States in 1972 led to a sharp rise in farm exports and to record 
price advances. But industrial prices also rose at an annual rate 
of more than 12 per cent. Record output levels in most indus-
trialized countries stimulated demands for raw materials, and prices 
of these goods were also increased by devaluation of the dollar. 
Wholesale prices of finished goods (excluding foods) advanced at 
a 10 per cent annual rate—four times as fast as in 1972. 
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CHART 7 
In an effort to slow the surge in prices, a 60-day price freeze 
was imposed in mid-June. Most food-price ceilings, however, were 
removed after a month to minimize cutbacks in food production 
resulting from a cost squeeze on producers; thus processors and 
distributors were allowed a dollar-for-dollar pass-through of rising 
farm prices. With foreign demands and speculative activity adding 
to the effects of decontrol, prices of farm products shot up by 
about one-fourth between mid-July and mid-August. Although 
these prices dropped back in the second half of the year, they 
remained much higher than before the midyear climb. 
Consumers benefited very little from the drop in livestock prices 
as the spread between farm and grocery store prices widened 
appreciably. Moreover, other food prices moved up rapidly in the 
post-freeze relaxation, and the second-half rise in food prices at 
retail was almost as severe as in the first half of the year—about 
20 per cent at an annual rate. Moreover, increases in service costs 
accelerated between June and December, with the result that the 
consumer price index advanced at an annual rate of about 10 per 
cent—somewhat faster than from January to June. 
Wholesale prices of industrial commodities also increased rapidly 
in Phase IV. Prices of materials continued to soar, and a large 
spread developed between controlled domestic prices and higher 
foreign prices of nonferrous metals and other commodities. In part 
to curb exports of scarce goods, a process of selective decontrol 
was begun, and by year-end prices of several basic commodities 
had been decontrolled. Prices of new autos were also decontrolled 
following an agreement by major producers to limit increases. 
In late 1973, fuel-price increases accelerated. When the freeze 
was lifted in August, a portion of domestic crude oil production— 
about one-fifth in the early months—was exempted from control, 
and this portion rapidly increased in price. Prices of imported crude 
and refined products soared even faster, especially after the Arab 
FOOD PRICE increases spur strong rise in consumer prices 
Dept. of Labor data, seasonally adjusted. 
CONSUMER PRICES  CONSUMER PRICES 
SERVICES 
NONFOOD COMMODITIES 
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states embargoed shipments of oil to the United States and reduced 
supplies to most of the rest of the world. Moreover, in early 
December, domestic producers of crude were granted a one-dollar-
per-barrel price rise on the less-than-half of the supplies still 
under control. 
Inflationary forces in 1974 are likely to continue strong—espe-
cially in view of the probable effects of the oil situation and 
continued high levels of grain prices. Distributors were permitted 
to raise prices of gasoline and fuel oil early in 1974 to compensate 
for reduced sales and other costs as well as for the rising price 
of petroleum products, and even larger increases are expected by 
March 1. Increases in gasoline and fuel costs alone may add 1 
to 2 percentage points to the over-all rate of price rise this year. 
Continued selective decontrol may be needed to avoid further 
dislocations and this is likely to result in further general price 
increases, although reduced demand in some sectors may operate 
to moderate price rises as the year progresses. • 
Federal Reserve Bulletin: January 1974